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Dear Dr. Chapman: 

 

The State Controller’s Office (SC) reviewed the California Department of Public Health’s 

administrative and internal controls over its Office Revolving Fund (ORF) and accounts 

receivable for the period of July 1, 2007, through June 30, 2010. 

 

Our audit identified the following internal control deficiencies over the department’s system and 

procedures for processing Office Revolving Fund (ORF) and accounts receivable transactions. 

 

Specifically, we identified the following concerns for the ORF: 

 The department failed to comply with State Administrative Manual procedures to recover 

overpayments from employee salary and travel advances and to collect advances from 

separating employees in a timely manner; 

 The department has inadequate internal controls over ORF transactions; and  

 The department did not file the Financial Integrity and State Manager’s Accountability Act 

(FISMA) report required by the Department of Finance. 

 

We identified the following concerns for accounts receivable: 

 There is a potential for fraud and abuse as a result of the department’s failure to separate 

duties; 

 The department failed to fully adhere to prescribed collection procedures;  

 Accounts receivable recorded in CalSTARS is not reconciled to the accounts receivable 

subsidiary ledgers; and 

 The department does not effectively use the discharge-of-accountability process. 

 

 

  



 

Ron Chapman, M.D., M.P.H., Director -2- August 9, 2012 

 

 

 

If you have any questions, please contact Andrew Finlayson, Chief, State Agency Audits Bureau, 

at (916) 342-6310. 

 

Sincerely, 

 
Original signed by 

 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

JVB:bf 

 

cc: Jean Iacino, Acting Chief of Internal Audits 

  California Department of Public Health 

 Karen Petruzzi, Audit Coordinator 

  California Department of Public Health 
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Review Report 
 

The State Controller’s Office (SCO) reviewed the California Department 

of Public Health’s administrative and internal controls over its Office 

Revolving Fund (ORF) and accounts receivable for the period of July 1, 

2007, through June 30, 2010. 

 

Our review identified internal control deficiencies over the department’s 

system and procedures for processing office revolving fund (ORF) and 

accounts receivable transactions. Specifically, we identified the 

following concerns: 

 

Office Revolving Fund 

 The department failed to comply with State Administrative Manual 

procedures to recover overpayments from employee salary and travel 

advances and to collect advances from separating employees in a 

timely manner; 

 The department has inadequate internal controls over ORF 

transactions; and  

 The department did not file the Financial Integrity and State 

Manager's Accountability Act (FISMA) report required by the 

Department of Finance. 

 

Accounts Receivable 

 There is a potential for fraud and abuse as a result of the department’s 

failure to separate duties; 

 The department failed to fully adhere to prescribed collection 

procedures;  

 Accounts receivable recorded in CalSTARS is not reconciled to 

accounts receivable recorded in the subsidiary ledgers; and 

 The department does not effectively use the discharge-from-

accountability process. 

 

 

In June 2010, the SCO completed a survey of 11 state agencies’ practices 

for handling and processing of ORF transactions. The California 

Department of Public Health was one of the state agencies surveyed. 

Based on an analysis of survey results, the SCO proceeded with a review 

of the department’s ORF. At approximately the same time, the 

department submitted a request to the SCO’s Division of Accounting and 

Reporting to discharge approximately $2.6 million in delinquent 

accounts receivable for the WIC program. Thus, the review scope was 

expanded to include a review of internal controls over accounts 

receivable transactions. 

 
  

Background     

Summary     
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California Department of Public Health (CDPH) 

 

Senate Bill 162 (Chapter 241, Statutes of 2006) established the State 

Department of Public Health effective July 1, 2007, and transferred all 

then-existing public health programs operated through the State 

Department of Health Services to the newly-created Department of 

Public Health. The Department of Public Health currently employs 

approximately 3,500 people in more than 60 locations throughout the 

state, and administers an annual budget of more than $3 billion. 

 

Overview of CDPH’s Office Revolving Fund 

 

In accordance with Government Code section 16400, an agency may 

establish an Office Revolving Fund (ORF) from any appropriation made 

to it, subject to the following limitations: 

 No approval is required if the Revolving Fund will not exceed 3% of 

the total appropriation. 

 Approval from the Department of Finance budget analyst is required 

if the Revolving Fund will exceed 3% but not 10% of the total 

appropriation. 

 Approval by the Department of Finance Program Budget Manager 

and the SCO is required if the ORF will exceed 10% of the 

appropriation. 

 

In accordance with the law, ORFs drawn under the provisions of 

Government Code section 16400 may be used only for payment of 

compensation earned, traveling expenses, traveling expense advances, or 

where immediate payment is otherwise necessary (Government Code 

section 16401). 

 

Overview of Accounts Receivable Functions/Programs  

 

The department maintains most accounting activities on the CALSTARS 

accounting system. CALSTARS uses the State Administrative Manual 

(SAM) guidelines for its chart of accounts. Most accounting functions 

are maintained at department headquarters.   

 

Women, Infants, and Children (WIC) Program 

 

The department’s WIC program is a federally funded health and nutrition 

program for women, infants, and children. WIC helps families by 

providing vouchers to buy healthy supplemental foods from WIC-

authorized vendors, and providing nutrition education. 

 

The WIC program receivables generally result from audits or 

investigations of providers or participants. An account receivable due 

from a provider is determined by an audit that matches the provider’s 

invoice with the amount of food instruments remitted. An account 

receivable due from a participant results from an investigation by the 

Program and Business Integrity Section (PBIS). The WIC-PBIS staff 

maintain Excel spreadsheets to track WIC invoices and payment data 
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informally. However, the data is not recorded in CALSTARS, the 

department’s formal accounting systems, until a payment is received or 

partially received. 

 

Licensing and Certification Division 

 

The Licensing and Certification Division (LCD) is responsible for 

ensuring that health care facilities comply with state laws and 

regulations. LCD also oversees the certification of nurse assistants, home 

health aides, hemodialysis technicians, and the licensing of nursing home 

administrators. 

 

LCD is responsible for the following types of receivables: 

 Licensing renewal fees—recorded in CALSTARS when billed. 

 Citation and administrative penalties—recorded in CALSTARS when 

payment is received. 

 Nursing home fees—recorded in CALSTARS when payment is 

received. 

 Miscellaneous fees—recorded in CALSTARS when billed. 

 

For LCD, the Electronic Licensing Management System (ELMS) is used 

to track facilities’ enforcement penalties resulting from noncompliance 

with State requirements. The federal government uses the Automated 

Survey Processing Environment (ASPEN) to track facilities’ penalties. 

The ELMS does interface with CALSTARS, but the ELMS first must 

process the information into batches before uploading it into 

CALSTARS. 

 

Safe Drinking Water Program 

 

The Safe Drinking Water Program is responsible for the enforcement of 

regulatory oversight of approximately 8,000 public and private water 

systems to assure the delivery of safe drinking water to all Californians. 

The Safe Drinking Water Program is a fee program that was set up and 

mandated by the California Legislature to pay for the water systems in 

California.  

 

The program employees maintain an internal spreadsheet to record 

receivables. The spreadsheet is used to track amounts owed and amounts 

paid. This spreadsheet is not linked to the accounting system. Once 

payments are received, accounting personnel record the payment in 

CALSTARS.  

 

The program does not forgive or write off outstanding amounts owed by 

the water systems. Outstanding balances are tracked and the 

department’s Legal Office files a claim against the water system’s 

owner. If a system changes ownership, the new owner is responsible for 

paying the outstanding balance. 
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Genetic Disease Screening Program 

 

The Genetic Disease Screening Program provides the following services: 

 The Prenatal Screening Branch (PNS) focuses on detecting birth 

defects during pregnancy. Prenatal screenings are available to all 

pregnant women in California. The program provides the services 

before the fee is fully collected. The program provides services to a 

woman and then works individually with each woman and her 

insurance company to recover the cost of services. 

 Newborn Screening (NBS) is an essential preventive health measure. 

Hospitals and birthing centers are billed directly for each newborn 

screened (the fee typically is part of the hospital’s “delivery fee”). 

 

The Genetic Disease Screening Program records the accounts receivables 

on the PeopleSoft database system. The billing information is recorded; 

however, the clients’ information is not maintained on PeopleSoft. SIS is 

the clinical data system utilized by the Genetic Disease Screening 

Program. The clinical and billing data will have slight variations due to 

timing differences such as billing delays, specimen processing date 

versus date of service, etc. Receivables are recorded when payment is 

received. This process results in a delay in collecting the funds due the 

program. In some instances, it takes three to five years before full 

payment is received. 

 

During fiscal year (FY) 2009-10, the PNS underwent an expansion that 

brought the program up to current medical and scientific standards and 

enabled the Genetic Disease Screening Program to reverse a drastically 

decreasing PNS caseload. The expansion resulted in a surge of women 

coming back into the program and accessing PNS services, and resulted 

in a higher accounts receivable balance at the end of FY 2009-10 than is 

usual. 

 

The Genetic Disease Screening Program consistently experiences a high 

accounts receivable balance due to the programmatic business practices 

of the PNS. The program would have to restructure the way PNS 

services are provided in order to reduce the level of accounts receivable. 

 

 

The State Controller is required by Government Code section 12418 to 

direct and superintend the collection of all money due the State. In 

addition, Government Code section 12410 stipulates that the State 

Controller shall audit all claims against the State, and may audit the 

disbursement of any State money for correctness and legality and for 

sufficient provision of law for payment. 

 

 

  

Review Authority 
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The objectives of the review were to determine whether internal controls 

are in place to ensure the department: 

 Maintains sufficient policies and procedures for properly 

administering and controlling accounts receivables. 

 Follows regulations, policies, and guidelines pertaining to accounts 

receivables. 

 Records the accounts receivable accurately. 

 Maintains accountability for receivables. 

 Uses the ORF for authorized purposes only and ORF reimbursement 

claims are properly supported. 

 Schedules claims for reimbursement of the ORF promptly and ORF 

reimbursement claims are properly supported. 

 Deposits receipts in a timely and economical manner. 

 Performs monthly reconciliations accurately and timely. 

 Collects funds owed properly. 

 Processes discharges of accountability properly. 

 

The scope of the review included reviewing accounts receivable relating 

to the Women, Infants, and Children Program (excluding WIC rebates), 

the Licensing and Certification Division, the Safe Drinking Water 

Program, the Genetic Disease Screening Program, and the Office 

Revolving Fund. The review covered the period of July 1, 2007, through 

June 30, 2010. 

 

We performed testing to ensure that the review objectives were met by 

conducting interviews with departmental staff, reviewing policies and 

procedures, selecting samples from transactions, and performing other 

necessary testing as determined by the auditors. 

 

We performed the following procedures: 

 Reviewed the California Government Code, State Administration 

Manual (SAM), and any other applicable policies and procedures 

related to accounts receivable and the Office Revolving Fund cycle; 

 Reviewed work performed by external audit organizations, by the 

department’s Internal Audits Office, or by any other departmental 

unit; 

 Documented a description of the internal controls over accounts 

receivable and the Revolving Fund cycle; 

 Analyzed and evaluated the internal controls for accounts-receivable 

processes in Accounting, the Women, Infants, and Children Program; 

the Licensing and Certification Division; the Genetic Disease 

Screening Program; the Safe Drinking Water Program; and the Office 

Revolving Fund, by evaluating strengths and weaknesses; and 

 Performed tests to determine if control objectives are being achieved. 

Objective, Scope, 

and Methodology 
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The SCO found that the California Department of Public Health has 

inadequate internal controls over its Office Revolving Fund transactions. 

We also identified transactions that did not have proper approval and 

salary advances that were not processed in accordance with SAM. 

Additionally, we found that the department failed to comply with SAM 

procedures to recover salary and travel advances from its employees. 

Further, the department needs to improve its close-out procedures to 

ensure that employee accounts receivable are deducted from an 

employee’s final paycheck. 

 

The SCO also found that the Department of Public Health lacks proper 

internal controls over its accounts receivable processes. We determined 

that there is a potential for fraud and abuse due to the lack of separation 

of duties involving employees responsible for accounts-receivable 

records. We also identified instances where the department failed to 

adhere to prescribed collection procedures that resulted in late collection 

efforts. Additionally, the department failed to file its FISMA report with 

the Department of Finance. 

 

Finally, overall accounting for accounts receivable recorded in the 

official accounting records could be improved by performing 

reconciliations in a timely manner and improving the discharge-of-

accountability process. 

 

 

We issued a draft review report dated March 30, 2012. Ron Chapman, 

Director and State Health Officer, responded by letter dated June 20, 

2012 (Attachment), agreeing with the review results. This final review 

report includes the California Department of Public Health’s response. 

 

 

This report is intended solely for the information and use of the 

California Department of Public Health and the SCO; it is not intended to 

be and should not be used by anyone other than these specific parties. 

This restriction is not intended to limit the distribution of this report, 

which is a matter of public record. 

 

 

 
Original signed by 

 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

August 9, 2012 

 

 

Views of 

Responsible 

Official 

Restricted Use 

Conclusion 
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Findings and Recommendations 
 

The report findings and recommendations are divided into two sections:  Office Revolving Fund 

(Findings 1–3) and Accounts Receivable (Findings 4–7). 
 

OFFICE REVOLVING FUND 
 

As of June 30, 2010, the department’s Office Revolving Fund (ORF) had 

$254,482 in outstanding accounts receivable from salary and travel 

advances to employees. Of this amount, $175,477 (69%) had been 

outstanding for more than 60 days and $69,246 (27%) had been 

outstanding for more than one year. A review of these transactions 

disclosed the following issues. 

 

Salary Advances 

 

The department did not always notify employees in writing of 

overpayments and provide employees with an opportunity to respond. 

We judgmentally selected for review 19 employee accounts-receivable 

transactions totaling $71,505 and found that the department failed to 

notify the employee in 7 instances totaling $8,180. Also, the department 

is not always collecting accounts receivable in a timely manner. Of the 

19 employee accounts receivables selected for testing, 11 of the 

employees were still employed by the department. Of the 11 selected, 6 

of the accounts receivable were outstanding for more than six months. 

State Administrative Manual (SAM) allows the department to collect 

employee accounts receivable in a more timely manner. 

 

SAM section 8776.7 (Employee Accounts Receivable) states: 
 

The following procedures and policies will be followed when collecting 

employee overpayments: 

1. Departments will notify employees (in writing) of overpayments 

and provide them an opportunity to respond. . . . The employee will 

be given 15 calendar days to respond, either orally or in writing.  If 

the employee is on vacation, sick leave, out-of-town assignment, 

etc., and cannot be reached, the time afforded the employee to 

respond should be adjusted accordingly. All responses will be 

documented and maintained in department files.  

2. The employee will be given the opportunity to satisfy the amount 

due by payment in cash, check, or payroll deduction. Departments 

will attempt to negotiate a repayment plan acceptable to both 

parties. 

3. Repayment may also be made by installment through payroll 

deduction to cover at least the same number of pay periods in which 

the overpayment occurred. When overpayments have continued for 

more than one year, departments may require full payment in one 

year. . . . 

5. If the employee does not agree to repay an overpayment or does not 

respond to the written overpayment notification by the afforded 

time, departments will collect overpayments in the manner set forth 

in #3 above.  

FINDING 1— 

Failure to comply with 

SAM procedures to 

recover overpayments 
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Travel Advances 

 

The Accounting Section failed to follow proper collection procedures for 

employee travel advances.  Specifically, we found that the Accounting 

Section did not: 

 Send out periodic statements to inform employees of their outstanding 

balances in a timely manner (14 of 19 samples); and 

 Deduct outstanding amounts from the employee’s next regular payroll 

warrants, subject to maximum, after the periodic statements were sent 

out (14 of 19 samples). 

 

SAM section 8116.1 (Recovery of Outstanding Travel Advances) states: 
 

Departments must adhere to the provisions of Government Codes 

section 19838 and SAM section 8776.7 regarding notification and 

collection of overpayments from employees.  In addition, the following 

procedures which are specific to the collection of travel advances will 

be followed:  

1. A monthly notification must be sent to request employees who have 

travel advances but have not submitted a TEC to substantiate the 

travel expenses and/or have not returned any excess travel advance 

amount… 

2. If an employee does not submit a TEC to substantiate the travel 

expenses within 15 calendar days of the monthly notification date, 

the total amount of outstanding advances must be deducted from the 

employee’s next regular warrant(s).  

 

Collections from Former Employees 

 

We selected nine accounts receivable from employees who were no 

longer employed by the department. Of the nine accounts receivable, six 

could have been collected by deducting amounts owed from the final 

separation pay had proper employee clearance procedures been 

performed. Additionally, the department is not taking adequate measures 

to collect accounts receivable from prior employees. Of the nine 

accounts receivable selected for testing, there were six instances in which 

the department failed to send three collection letters at 30-day intervals. 

If it does not send the three collection letters, the department will be 

unable to perform any further collection efforts.  

 

SAM section 8776.7 (Employee Accounts Receivable) states: 
 

The following procedures and policies will be followed when collecting 

employee overpayments: . . .  

6. For separating employees, it may not be possible to provide written 

notification regarding overpayments. Regardless, Government Code 

Section 19838 authorizes the state to withhold amounts owed for 

outstanding travel and salary advances from an employee's final 

separation pay. 
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SAM section 8776.6 (Non-employee Accounts Receivable, Collection 

Letters) states: 
 

Once the address of the debtor is known, the accounting office will 

send a sequence of three collection letters at 30 day intervals. If a reply 

or payment is not received within 30 days after sending the first letter, 

the accounting office will send a second letter. This follow-up letter 

will reference the original request for payment letter and will be stated 

in a stronger tone. If a response is still not received from the debtor, a 

third letter will be sent 30 days later. This last letter will include 

references to prior letters and will state what further actions may be 

taken in the collection process. 

 

Recommendation 

 

The department should: 

 Ensure that the Accounting Section and the Human Resources Branch 

develop procedures to systematically ensure timely notification of 

employee overpayments (refer to Response 1.1 in the Attachment—

CDPH’s Response to Draft Review Report); 

 Ensure that employee accounts receivable are recovered in a timely 

manner in accordance with SAM guidelines (refer to Response 1.2); 

 Improve employee clearance procedures to ensure that employee 

accounts receivable are satisfied upon separation by deducting the 

accounts receivable from the employee’s final paycheck (refer to 

Response 1.3); and 

 Improve procedures for collecting accounts receivable owed by prior 

employees by ensuring that three collection letters are sent to prior 

employees. If the account remains uncollectable after the three letters 

are sent, the department should determine whether additional 

collection efforts are justified (refer to Response 1.4). 

 

 

Our review identified internal control weaknesses in various aspects of 

the department’s ORF operations and processes. Specifically, we 

identified the following deficiencies. 

 

Payment Approvals Missing  
 

We judgmentally selected a sample of 35 ORF payment transactions for 

testing and found that:  

 One invoice was not approved by the appropriate manager (1 of 35 in 

the amount of $497,000). 

 A request for Revolving Fund Check form was not filled out/signed 

by an authorized individual (1 of 35 in the amount of $6,682). 

 A check drawn in excess of $15,000 did not have two authorizing 

signatures (1 of 35 in the amount of $20,947). 

 

  

FINDING 2— 

Inadequate internal 

controls over the ORF 
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Clearing ORF Reimbursement Claims 

 

Office Revolving Fund (ORF) disbursements to pay expenses reduce the 

amount of money in the ORF. The department must submit claims and 

supporting documentation to the SCO Claim Audits section before the 

SCO will remit funds to the department for the purpose of replenishing 

the ORF. The SCO’s Claim Audits section will reject replenishment 

claims for various reasons. 

 

Of the 18 samples we reviewed ($197,122), 3 represented replenishment 

claims that were not resolved in a timely manner. For example, one of 

the three replenishment claims for $93,202 was rejected in April 2008, 

but the department did not seek to correct the claim until August of 2010. 

The department submitted a claim to the SCO in September 2008; the 

check was never deposited by the department. The department was not 

aware that the check was missing until our reviews. The department 

received another check from the SCO in September 2010. 

 

The department should take greater care to ensure that the ORF is 

replenished in a timely manner. Failure to replenish the ORF in a timely 

manner also increases the likelihood that supporting documentation will 

go missing, disrupting the replenishment process.  

 

Salary Advances 

 

We judgmentally selected 19 outstanding salary advance transactions for 

testing and found that advances were not always processed in accordance 

with SAM and/or internal policies. The samples tested lacked support or 

evidence in one or more of the following areas: 

 The Payroll Release Form–Hold Warrant (sent from HR to 

Accounting) was not sent/retained. 

 The SCO Paycheck Calculator was not used/retained. 

 Payroll Exceptions Report (STD. 666) was not used, prepared, or 

retained. 

 The Absences Without Pay Report (STD. 603) was not used/prepared/ 

retained. 

 The Employee Time Certification (STD. 966) was not used/prepared/ 

retained. 

 The Salary Advance Request did not state the reason the advance was 

needed. 

 The ORF check was not signed by two people when the amount was 

greater than $15,000. 

 

SAM section 20050 (Internal Control) states: 
 

Furthermore, GC 13403 states the elements of a satisfactory system of 

internal accounting and administrative controls, shall include, but are 

not limited to: . . . A system of authorization and record keeping 

procedures adequate to provide effective accounting control over 

assets, liabilities, revenues and expenditures [emphasis added]. 



 Administrative and Internal Controls Over the 

California Department of Public Health Office Revolving Fund and Accounts Receivable 

-11- 

SAM section 8170 (Claims) states: 

The processing of purchase and expense claims will be in accordance 

with the general instructions in SAM Section 8422. 

 

The department’s salary procedures require a payroll release form, 

authorized approval signatures, and a completed Salary Advance 

Request. 
 

Recommendation 
 

The department should ensure that: 

 All requests for ORF Payment transaction are properly reviewed and 

include evidence of approval from managers (refer to Response 2.1 in 

Attachment—CDPH’s Response to Draft Review Report). 

 ORF reimbursement claims should be periodically reviewed. Claims 

rejected by the SCO’s Claim Audits Section should be corrected in a 

timely manner (refer to Response 2.2). 

 Salary advances are processed according to SAM guidelines and 

CDPH procedures (refer to Response 2.3). 
 

 

The California Department of Finance (DOF) requires the head of each 

State agency to file a Financial Integrity and State Manager’s 

Accountability Act (FISMA) report on a biennial basis. FISMA is a 

report that outlines the adequacy of the entity’s internal accounting and 

administrative controls. Any material inadequacies or weaknesses must 

be addressed by the head of the agency. The Department of Public 

Health was exempt from filing in 2007 because it was established as a 

new agency. However, for 2009, the department did not file a report with 

the DOF. The department is in the process of developing a task force to 

address FISMA compliance. 
 

SAM section 20060 (Internal Control Reporting) states: 

Pursuant to the FISMA (GS 13405), the head of each state entity shall, 

on a biennial basis but no later than December 31 of each odd-

numbered year, conduct an internal review and prepare a report on the 

adequacy of their entity's systems of internal accounting and 

administrative control in accordance with the guide prepared by the 

DOF. The report, including the entity's response to the review 

recommendations, shall identify any material inadequacy or material 

weakness in an entity's systems of internal accounting and 

administrative control that prevents the head of the entity from stating 

that the entity’s systems comply with the FISMA. The submission 

should consist of a transmittal letter, the review report on internal 

accounting and administrative control, and management's response to 

the review report. 

 

Recommendation 
 

The department’s executive management should ensure FISMA 

reporting compliance (refer to Response 3 in the Attachment—CDPH’s 

Response to Draft Review Report). 

FINDING 3— 

Failure to file FISMA 

report required by the 

Department of Finance 
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ACCOUNTS RECEIVABLE 
 

The department lacks important internal controls that are designed to 

prevent fraud or abuse. Specifically, there is an inadequate separation of 

critical duties among program unit employees. Employees initiate 

receivables, pursue collection efforts, receive payments, and process 

receivables for write-off. Inadequate separation of duties increases the 

likelihood of fraud and abuse. 

 

There is also a lack of adequate processes to detect fraud once it has 

occurred. For instance, program unit employees maintain and update 

accounts receivable balances and there is no independent check by the 

Accounting Section to validate the accuracy and completeness of 

recorded balances. This independent check could be used to identify 

fraud and errors after they have occurred. This situation is worsened by 

the fact that numerous individuals have access to the program records, 

and there is no audit trail identifying who made changes or why changes 

were made. Without identification of who made the changes and why, 

the department will be less likely to identify who performed the activity. 

Under the current control environment, program employees could 

conceivably misappropriate funds or through manipulation of records. 

 

A specific example of the lack of controls exists in the WIC Program’s 

Business Integrity Section (PBIS). Certain employees in PBIS can make 

adjustments or deletions of account balances in the WIC-PBIS Vendor 

log and there is no audit trail identifying who made the changes or the 

reasons for the changes. Therefore, there is no means by which to ensure 

the accuracy and completeness of the account balances maintained in the 

WIC-PBIS Vendor log. This condition, combined with the fact that there 

is no separation of duties, constitutes a critical weakness in internal 

controls. 

 

SAM section 8080 (Separation of Duties) states: 

The Financial Integrity and State Manager’s Accountability Act of 

1983 (Government Code Sections 13400-13407) requires that the head 

of each State agency establish and maintain an adequate system of 

internal control within their agencies. A key element in a system of 

internal control is separation of duties. This section provides the 

appropriate level of separation of duties for agencies with manual 

accounting processes. Employees of units other than the accounting 

unit should be used, when necessary, to provide separation of duties. 

Members of the same family (husband, wife, brother, or sister) are 

considered one person. No one person will perform more than one of 

the following seven types of duties: 

1. Receiving and depositing remittances  

2. Authorizing disbursements  

3. Preparing checks 

4. Operating a check signing machine* 

5. Comparing machine-signed checks with authorizations and 

supporting documents (or signing checks manually after personally 

comparing them with authorizations and supporting documents).* 

(See below for instructions as to which position is to be assigned 

this duty.) 

 

FINDING 4— 

Potential for fraud and 

abuse due to lack of 

separation of duties 
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6. Reconciling bank accounts and posting the General Ledger or any 

subsidiary ledger affected by cash transactions* 

7. Initiating, or preparing invoices 

(*Will not have access to or control blank check stock) 

 

Recommendation 

 

The department should ensure that duties are properly separated to 

minimize the risk of fraud and abuse. Additionally, the department 

should increase controls by adding certain processes such as approvals 

and reconciliation to increase the likelihood that fraud and errors will be 

identified if they have occurred (refer to Response 4 in the Attachment—

CDPH’s Response to Draft Review Report). 

 

 

The department does not always observe established collection 

procedures. We identified the following discrepancies during our review:  

 The Licensing and Certification Department (LCD) failed to send 

billing notices for license renewals in a timely manner for three of 11 

samples tested. For the exceptions, totaling $28,189, the notices were 

sent from 101 to 376 days late. The error occurred because the billing 

system is incapable of generating notices until prior renewal/late fees 

are paid. 

 LCD employees did not always perform proper collection of accounts 

receivable according to SAM guidelines. We identified 9 exceptions 

out of 11, totaling $142,849, for which there was no evidence that an 

analysis of collection, offset of delinquent accounts, and discharge of 

accountability for licensing renewals was performed. 

 LCD employees could not provide supporting documentation from 

the Los Angeles District Office for 3 of 30 ($17,800) samples tested. 

 Safe Drinking Water employees failed to send collection letters for 2 

of 18 samples, totaling $436,149, to recover delinquent amounts. 

 Accounting Section employees could not provide supporting 

documents for 1 of the 20 samples tested (totaling $201,443) for the 

Other Accounts Receivable (GL1319). This amount was carried over 

from when the department was a part of the Department of Health 

Services. The Department of Public Health did not follow up on these 

transferred items in a timely manner. 

 

SAM section 8776.5 (Collection Procedures) states: 

Once the address of the debtor is known, the accounting office will 

send a sequence of three collection letters at 30 day intervals. If a reply 

or payment is not received within 30 days after sending the first letter, 

the accounting office will send a second letter. This follow-up letter 

will reference the original request for payment letter and will be stated 

in a stronger tone. If a response is still not received from the debtor, a 

third letter will be sent 30 days later. This last letter will include 

references to prior letters and will state what further actions may be 

taken in the collection process. 

FINDING 5— 

Failure to adhere to 

prescribed collection 

procedures 
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The Department of General Services’ General Records Retention 

Guidelines states that the receivable source documents (e.g., invoices) 

and documents of collection efforts should be retained for at least four 

years after the receivable has been paid. 

 

Recommendation 

 

The department should implement proper controls and oversight to 

ensure that the agency’s collection activities adhere to the State’s 

requirements (refer to Response 5 in the Attachment—CDPH’s Response 

to Draft Review Report). 

 

 

The SCO review found that, in most instances, the department’s 

Accounting Section does not directly record accounts receivable in its 

official accounting records (CALSTARS) when the amount is billed. 

Instead, various program units (e.g., WIC Program, Safe Drinking Water 

Program) maintain separate logs and spreadsheets to track and monitor 

the invoices and to pursue collection efforts. The program units use the 

separate logs and spreadsheets to periodically update the CALSTARS 

accounting records. Although it is not improper to maintain two 

accounting records, there needs to be periodic reconciliation between the 

two in order to ensure the records are accurate. 

 

There is a lack of reconciliation between the accounting records 

(CALSTARS) and the records maintained by the program unit staff for 

the various programs administered by the department. Without a proper 

reconciliation there is little assurance that the receivable balances are 

accurate. 

 

SAM section 8776 (Accounts Receivable) states: 

Departments must ensure ARs are recorded promptly and accurately 

into the accounting system. When ARs are collected, the collections 

will generally be classified as abatements, reimbursements, revenue, or 

refunds to reverted appropriations. . . . Departments will review and 

reconcile ARs in the accounting system to ARs recorded by the State 

Controller’s Office (SCO) and/or those ARs maintained in 

departmental records (e.g., program records, payroll records, etc.). AR 

reconciliations will be prepared monthly within 30 days of the 

preceding month. 
 

Recommendation 

 

The department should consider establishing a process that requires the 

Accounting Section to assume primary responsibility for the recording of 

accounts receivables. If the department decides to continue with the 

current bifurcated process of recording accounts receivable, it should 

install procedures to reconcile the differences in account balances 

between records maintained by the program unit staff and the balances in 

the department’s official accounting records, in accordance with SAM 

(refer to Response G in the Attachment—CDPH’s Response to Draft 

Review Report). 

  

FINDING 6— 

Accounts receivable not 

reconciled 
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After exhausting its efforts to collect delinquent accounts receivable, the 

department may file a request for discharge from accountability with the 

SCO. The purpose of the discharge-from-accountability process is to 

relieve the department from the burden of having to account indefinitely 

for uncollectible receivables in its official accounting records. At the 

Department of Public Health, the official accounting records are 

contained in the CALSTARS system, which is maintained by the 

Accounting Section. 

 

State rules require the department to describe its attempts and efforts 

undertaken to collect before concluding that the account is indeed 

uncollectible. However, because collection duties at the Department of 

Public Health are being carried out by the various program units, the 

Accounting Section has not initiated any request for discharge from 

accountability based on data in CALSTARS. Thus, any request for 

discharge has been filed by the program units based on the program 

unit’s records. For example, the $2.6 million in requests for discharge of 

accountability filed by the department were based on PBIS records 

maintained by the WIC program staff. Our review identified the 

following conditions: 

 The department’s requests for discharge from accountability are 

unnecessary because most of the accounts receivable in the program 

records have not been recorded in the official accounting records 

(CALSTARS). Thus, even if a request is approved, it does nothing to 

remove accounts from CALSTARS, which is the purpose and intent 

of the discharge-from-accountability process. 

 The requests for discharge from accountability appeared to have been 

prepared haphazardly. For example, under WIC, we identified cases 

for events that occurred as long as 25 years ago and these items 

should be written off the books after following proper collection 

efforts. In one case, the debtor has been bankrupted, and discharge 

has not been filed.  

 Lack of coordination exists between staff of the Accounting Section 

staff and the program units. As discharge requests are filed by 

program unit staff, Accounting Section staff members often are 

unaware that the request has been filed or approved. Thus, even when 

the approved discharge requests contain accounts receivable recorded 

in CALSTARS, the Accounting Section often did not remove such 

accounts from the official records. 

 

SAM section 8776.6 (Discharge from Accountability) states: 

If all reasonable collection procedures do not result in payment, 

departments may request discharge from accountability of 

uncollectable amounts due from private entities. Departments will 

review their accounts receivable no less than quarterly to identify 

receivables for discharge. If departments have identified receivables for 

discharge, departments will file an Application For Discharge From 

Accountability form, STD. 27, with the SCO, Division of Accounting 

and Reporting, no less than quarterly. Applications for Discharge from 

Accountability of uncollectable amounts of more than $7,500 will be  

 

FINDING 7— 

Ineffective use of the 

discharge-from-

accountability process 
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filed separately from applications for amounts of $7,500 or less. The 

$7,500 amount applies to the total of all amounts owed by the debtor, 

not to each invoice. 

 

Recommendation 

 

Accounting Section staff members should: 

 Review the long-outstanding accounts in CALSTARS with staff in 

the program units to determine if the accounts are eligible for 

discharge from accountability. Future discharge requests should be 

based solely on accounts in CALSTARS (refer to Response 7.1 in the 

Attachment—CDPH’s Response to Draft Review Report). 

 Meet with the program unit staff to develop and implement a process 

to accurately enter accounts receivable data into CALSTARS in a 

timely manner, with periodic reconciliations performed to ensure the 

accuracy and reliability of the records (refer to Response 7.2). 
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